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The crux of the process lies in quantifying
answers to two questions. First, how much better
off will the organization be? Second, what addi-
tional costs will be incurred if the proposed alter-
native is accepted? The answer to the first question
will be in terms of an increase in value; it is the
marginal utility of an alternative. The answer to
the second is simply a matter of the additional
costs that result from implementing an alternative.
What they seek to quantify for the purpose of
comparing across alternatives is the trade-off be-
tween additional value and additional cost.

The first step in quantifying marginal utility is
to rank the alternatives in order of perceived value.
Assuming that the lowest ranked alternative has
some positive marginal utility, its assigned value is
10, Thus for the alternatives in Figure 1, the mar-
ginal utility of project D carries a value of 10. If 15
is the value assigned to project C in Figure 1, then
C is 1,5 times more important than project D. In
similar fashion, all higher ranked alternatives
should be given appropriate numerical measures
of value.

If there are seven or more projects, a useful
validity check is to drop one alternative and
remeasure; the ration of values should be approx-

3 A normalized (marginal ittility-to-incremental cost) ratio
rule is more general than benefii-to-cost ratio, since benefits
are a proxy for utility. The suggested new ratio rule avoids the
problem of needing dollar measurements for benefits. By
normalizing marginal utility and incremental cost, both have
a comm on dimension and are assigned equal importance.
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imately constant. For instance, if project D is
dropped, the marginal utility for project C
becomes 10. Projects A and B should also get new
measures of value, and then one can compare the
ratios of measures before and after dropping proj-
ect D. Since the ratio of values between projects B
and C was 1.33, the new value assigned to B should
be 13 or 14 to maintain that ratio. The last step,
normalizing the final values, is a matter of divid-
ing each measure of value by the sum of all mea-
sures across all alternatives. Except for the validity
check, Figure 2 illustrates the entire process.

These relative marginal utility measures are an
initial approximation and, though rough, may be
sufficient. The importance of quantifying values
can now be demonstrated in Figure 3.

Applying the marginal utility-to-incremental
cost rule results in ranking the alternative with the
highest ratio first, the alternative with the next
highest ratio second, and so forth. Following this
principle, the new ranking in Figure 3 would be
projects B, D, A> and C. To retain the original
ranking, one would have to increase the marginal
utility assigned to A and C and possibly to
decrease the utility assigned to B and D. But bycomplex for rankii
